This study examines the impact of option listings on the common stock of 21 firms specializing in the casino and gaming industry. Our results show that, on average, there is a sigmhcant decrease in price during the five-day window which indudes the announcement of the listing, the listing day, and a two-day period following the listing during which a liquid market is created in the option. However, we also show that stock prices recover subsequent to the listing window and that there is no evidence of a permanent change in stock price resulting from the listing. We find a sigruficant decline in trading volume bepming two days prior to the listing, suggesting that the option market displaces trades of a sigruficant number of shares following the listing. Finally, we find a sigruficant dedine in firm-specific risk following the listing, but do not find a change in systematic risk. This result suggests that while the introduction of option trading does not change the relationship between these stocks' returns and market returns, the additional outlet for speculators reduces volatility surrounding firm-specific news, lowering the total risk of these stocks.
Introduction
A number of studies have documented the impact of an option listing on the performance of the underlying stock. Unfortunately for the investor, the implications of the studies have not been consistent. Trennepoll and Dukes (1979) and Detemple and Jorion (1989) conclude that the introduction of an option reduces the volatility of the underlying stock. BoUen (1995) finds "a dramatic increase" in the volatility of the underlying stock, but shows that the increase is linked to increases in market volatility, not the introduction of the option. He also concludes that increases in trading volume following option listings are not different than changes for an industry-matched control sample. Conrad (1989) provides evidence that, beginning three days prior to the introduction of the option, the listing results in a permanent stock price increase. But Detemple and Jorion (1989) report that stock price increases in their sample of listings were less pronounced toward the end of the sample period, implying that the marginal impact of additional options, especially those within the same industry, diminishes.
Conflicting evidence of postlisting behavior indicates that, even though the listings are announced several days prior their introduction, the market is unable, on average, to anticipate, and therefore price, the impact of the listing. This study provides evidence of The total variance of returns can now be stated as,
where dr is the unsystematic component of total variance. Speculators and day traders can add volatility to stock returns through frequent trading on new information. If they can exploit new information about a security more effiaently through the option market, and if, as Black and Scholes suggest, the trading options do not impact the pricing of the underlying asset, then the impact of speculators' trades on stock price volatility can be reduced or eliminated. As such, there should be a decline in the firm-specific, or unsystematic component, of total risk following the listing of options on the stock. Table 2 presents the results of our event study for 21 casino and gaming firms listing options between 1976 and 1995, for which at least 180 days of return data were available prior to the listing. Bold figures represent Average Prediction Errors (APEs) which are greater than zero at the 5% level of signhcance. On these days, the average return for our sample firms s i e c a n t l y exceeds the return predicted by the market model.
Results

Price Changes
The high volatility of the industry is reflected in the high number of significant APEs prior to the option listing. Of the six significant APEs prior to listing, only one is negative (day t = -24). Table 3 reveals that the apparent 3.73% CAPE prior to the listing is not significantly different from zero. This suggests that there is little reason to believe that options are-introduced at a time of unexpected increases in stock price. Similarly, there is no unanticipated change in price for the 5 days prior to the listing.
The window t = -2 through t = +2 captures three components of the listing event.
Day t = -2 through t = -1 is most likely to capture any announcement of the listing4
Listing announcement dates were available for only one of the 21 stocks in our sample. Prior studies have noted that announcement dates range from 1 to 2 days prior to thelisting of the option. In many cases, the listing date and the announcement date are the same. Values in bold are sigruficantly different from zero at the 5% level, two-tail test.
Day t = 0, listing day, is the day options begin to trade on the listed stock. The two days following the listing capture the creation of a liquid market for the options. While all 5 days in the window appear to contain negative APEs, only on day f = +2 is the APE significantly different from zero ( -1.65%, p-value = 0.0081). The window t = -2 through t = +2 has a CAPE of -3.04% (p-value = 0.0647). This suggests that, on average, from the announcement of the listing through the establishment of a liquid market, there is a significant drop in stock price. This evidence is consistent with negative price pressure beginning with the announcement of the option listing and extending past the listing date as speculators trade fewer shares and more options. The significant recovery on day t = +4 (1.5%, p-value = 0.0470) reflects a return to fair value following the period of negative price pressure. The CAPES for f = 0 through t = +5 ( -0.64%, p-value = 0.8900), t = 0 through t = 30 ( -3.61 %, p-value = 0.8744), and t = +3 through t = +30 ( -1.51%, pvalue = 0.6876) confirm that, on average, the listing of the option has only a temporary impact on the stock price of the listing firms. window beginning on the eighth day prior to listing and extending through day t = -3, volume increases siecantly, to 255,106 shares per day (pvalue = 0.0531). During the 5-day listing window (t = -2 through t = +2), which is designed to capture the option listing announcement and the listing itself and provide the creation of a liquid option market, volume drops significantly to 180,854 shares per day. The listing window average is sigruficantly lower than the average for the period t = -8 through t = -3 (p-value = 0.0294). The last period in Group 1 shows that average tradingvolume does not change for the 48 days following our listing window. 
